REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 
PARLIAMENT AND THE COUNCIL ON SWELLENDAM MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Swellendam 
Municipality, which comprise the statement of financial position as at 30 June 2011, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information as set on pages 4 to 59. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation of these financial statements in 
accordance with South African Standards of Generally Recognised Accounting Practice (SA 
Standards of GRAP) and the requirements of the Local Government: Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), and the Division of 
Revenue Act of South Africa, 2010 (Act No. 1 of 2010) (DoRA), and for such internal control 
as the accounting officer determines necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor43eneral’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the international Standards on Auditing and General Notice 1111 
of 2010, issued in Government Gazette 33872 of 15 December 2010. Because of the 
matters described in the Basis for disclaimer of opinion paragraphs, however, I was unable 
to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Receivables from exchange transactions 

4. Included in receivables from exchange transactions of R9 952 050, as disclosed in note 17 
to the financial statements, are debtor accounts to the amount of R1 159 093 in respect of 
service charges for municipal properties, which is not a receivable for the municipality, but 
internal charges which should be off set when compiling the financial statements and not be 
disclosed as separately. Consequently, receivables from exchange transactions are 
overstated by R1 159 093. 

5. Consumer accounts with credit balances to the amount of R1 509 931 are included in 
receivables from exchange transactions as disclosed in note 17 to the financial statements 
instead of under payables from exchange transactions. Consequently, receivables from 
exchange transaction are understated by R1 509 931 while payables from exchange 
transactions are understated by R1 509 931 
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Receivables from non-exchange transactions 

6. Included in receivables from non-exchange transactions of R6 888 248, as disclosed in note 
18 to the financial statements, are suspense accounts amounting to R4 1 11 524 

(2010: R1 984 674) for which no supporting documentation could be provided. The entity's 
records did not permit the application of alternative audit procedures regarding accounts 
receivable. Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the existence of accounts receivable. 

Payables from exchange transactions 

7. Included in payables from exchange transactions of R14 946 456, as disclosed in note 9 to 
the financial statements, are suspense accounts amounting to R6 574 457 (2010: 

R2 703 095) for which no supporting documentation could be provided. The entity’s records 
did not permit the application of alternative audit procedures regarding payables from 
exchange transactions. Consequently, I did not obtain sufficient appropriate audit evidence 
to satisfy myself as to the existence, completeness, obligations, valuation and allocation of 
payables from exchange transactions. 

8. Allowances owed to municipal employees were understated due to an incorrect formula 
being used during the financial year under review in the calculation of the allowances. 
Consequently, the allowances are not recorded as a payable in the accounting records and 
therefore, payables from exchange transactions are understated by an amount of 

R1 006 836 (2010: R373 263). 

Revenue 

9. No rates poiicy or evidence that the policy was promulgated could be provided and, 
therefore, the accuracy of the rebates granted to rate payers to the amount of R8 415 383 
could not be confirmed. The entity’s records did not permit the application of alternative 
audit procedures to confirm the accuracy of rebates granted to rate payers. 

1 0. Rebates to the amount of R625 349 were recorded against property rates in terms of an 
interim valuation that was declared null and void per a council resolution dated September 
2011. Consequently, property rates are understated by R625 349 while receivables from 
exchange transactions are understated by R625 349. 

11. Various properties within the municipal boundary are not valued and consequently, property 
rates to the value of R337 680 were not levied. Had this property rates been recognised 
revenue would have been increased by R337 680 while receivables from exchange 
transactions would have increased by R337 680. 

12. Included in interest earned - external investments of R2 136 795, as disclosed in the 
statement of financial performance, is interest earned to the amount of R361 729 for which 
no supporting documentation could be provided. In addition the balance of the interest 
earned differed with R246 668 from the third party confirmations obtained from the relevant 
financial institutions. No supporting documentation to substantiate this difference could be 
provided. I could not perform alternative audit procedures to confirm the accuracy and 
completeness of interest earned - external investments. Consequently, I was unable to 
obtain sufficient appropriate audit evidence to satisfy myself as to the accuracy and 
completeness of interest earned - external investments of R2 136 795. 
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13. Corrections of R861 905 made against the property rates income vote during the 2009-10 
financial year can still not be substantiated by supporting documentation and there were no 
satisfactory alternative audit procedures I could perform to obtain reasonable assurance that 
the comparative figure for property rates were properly recorded. Consequently, I was 
unable to obtain sufficient appropriate audit evidence to satisfy myself as to the accuracy of 
the comparative figure disclosed for property rates in the statement of financial 
performance. 

Taxes 

14. Included in taxes of R2 888 684, as disclosed in note 1 1 to the financial statements, is a 
Value-Added Tax (VAT) claimable account of R5 493 227 for which no supporting 
documentation could be provided. The entity's records did not permit the application of 
alternative audit procedures regarding the VAT receivable. Consequently, I did not obtain all 
the information and explanations I considered necessary to satisfy myself as to the 
existence of the VAT receivable of R5 493 227. 

15. The VAT payable to the South African Revenue Service (SARS) at 30 June 201 1 according 
to the general ledger differed with R3 566 497 from the VAT return submitted to SARS. The 
municipality could not provide a reconciliation for the difference and there were no 
satisfactory alternative audit procedures I could perform to obtain reasonable assurance that 
the VAT payable was properly recorded. Consequently, I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself as to the existence, completeness, valuation 
and allocation of and obligations pertaining to taxes account balance. 

16. VAT paid to the amount of R191 01 1 was incorrectly allocated to expenditure instead of to 
the VAT control account. Had this VAT been cori-ectly accounted for the VAT claimable 
would have been increased by R191 01 1 while expenditure would have decreased by 
R191 011. 

Cash and cash equivalents 

17. During 2010, 1 was unable to obtain sufficient appropriate audit evidence about investments 
of R8 432 422 which was received upon withdrawal. I was unable to confirm the 
completeness and valuation by alternative means. Consequently, I was unable to determine 
whether any adjustments to this amount and the accumulated surplus were necessary. My 
audit opinion on the financial statements for the period ended 30 June 2010 was modified 
accordingly. My opinion on the current period’s financial statements is also modified 
because of the possible effect of this matter on the comparability of the current period’s 
figures. 

Disclaimer of opinion 

1 8. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 
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Emphasis of matters 

19. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

20. As disclosed in note 32 to the financial statements, the corresponding figures for 

30 June 2010 have been restated as a result of errors discovered during the 2010-1 1 
financial year in the financial statements of Swellendam municipality at, and for the year 
ended, 30 June 2010. 

Material losses 

21. As disclosed in note 39.4 to the financial statements, the municipality incurred significant 
water and electricity losses of 458 515 kilo litres and 8 331 035 kilowatts which amounted to 
R1 031 658 and R3 980 867, respectively during the year under review. 

22. As disclosed in note 39.5 to the financial statements, material losses to the amount of 

R1 515 149 were reported by the Swellendam Municipality as a result of cash shortages on 
pre-paid electricity sales which is currently subject to a forensic investigation. 

Material impairments 

23. As disclosed in note 17 to the financial statements, consumer debtors of R24 465 460 were 
outstanding for more than 90 days. 

24. As disclosed in note 18 to the financial statements, property rates of R13 513 332 were 
outstanding for more than 90 days. 

Material under spending of the capital budget 

25. As disclosed in note 38.3 to the financial statements, the municipality has materially under 
spent its capital budget by R47 025 719. As a consequence, the municipality has not 
completed its planned capital projects, mainly in respect of corporate services, waste water 
management and road transport. 

Additional matter 

Material inconsistencies in other information included in the annual report 

26. The draft, annual report has not been received for review. As a result, it has not been 
reviewed for any inconsistencies with the financial statements. The draft annual report as 
well as the final printer’s proof of the annual report will be reviewed and any material 
inconsistencies then identified will be communicated to management. Should the 
inconsistencies not be corrected, it may result in the matter being included in the audit 
report. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

27. in accordance with the PAA and in terms of Generdl notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my finding s on the 
annual performance report as set out on pages XX to XX and material non-compliance with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

Presentation of information 

28. Measures taken to improve performance were not disclosed in the annual performance 
report. 

Usefulness of information 

Planned and reported targets are not specific, measurable and time bound 

29. For the selected objectives, 41% of the planned and reported targets were not: 

• specific in clearly identifying the nature and the required level of performance. 

30. For the selected objectives, 32% of the planned and reported targets were not. 

• measurable in identifying the required performance. 

31 . For the selected objectives, 48% of the planned and reported targets were not: 

• time-bound in specifying the time period or deadline for delivery. 

Planned and reported indicators are not well defined 

32. For the selected objectives, 41% of the planned and reported indicators were not clear, as 
unambiguous data definitions were not available to allow for data to be collected 
consistently. 

Planned and reported indicators are not verifiable 

33. For the selected objectives valid performance management processes and systems that 
produce actual performance against the planned indicators do not exist for 30% of the 
indicators. 

Reliability of Information 

Sufficient appropriate evidence was not submitted to support reported targets 

34. Sufficient appropriate evidence in relation to any of the selected objectives for Development 
of Infrastructure and Basic Service Delivery could not be obtained. There were no 
satisfactory audit procedures that I coutd perform to obtain the required assurance as to the 
validity, accuracy and completeness of the reported performance against predetermined 
objectives. 
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The content of the integrated development plan is incomplete 

35. The integrated development plan did not include the key performance indicators and 
performance targets in accordance with its performance management system, as required 
by sections 26{i) and 41(1) (b) of the Municipal Systems Act, 2000 (Act no, 32 of 2000) 
(MSA) and regulation 12 of the Municipal Planning and Performance Management 
Regulations, 2001. 

Compliance with laws and regulations 
Strategic planning and performance management 

36. The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed including 
determining the different role players as required in terms of regulations 7 and 8 of the 
Municipal Planning and Performance Management Regulations, 2001. The municipality 
does not have documented approved internal policies and procedures to address the 
following processes in the overall performance management system: 

• drafting, adoption, implementation, review and amendment of the integrated 
development planning 

• development and implementation of a framework for managing performance 
management 

• monitoring, measurement, review and reporting on predetermined objectives. 

• setting key performance indicators 

• setting measurable performance targets, 

37. Key performance indicators and performance targets are not reflected in the integrated 
development plan, as required by section 26(i) of the MSA. 

38. The accounting officer of the municipality did not by 25 January assess the performance of 
the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and the 
service delivery targets and performance indicators set in the service delivery and budget 
implementation plan as required by section 72(1)(a)(ii) of the MFMA. 

Budgets 

39. The accounting officer did not always submit the monthly budget statements to the mayor as 
required by section 71(1) of the MFMA. 

40. The municipality incurred expenditure in excess of the limits of the amounts provided for in 
the votes in the approved budget, in contravention of section 15 of the MFMA. 

41 . The accounting officer did not take reasonable steps to prevent unauthorised expenditure as 
required by section 62{1)(d) of the MFMA, disclosed in note 39.1 of the financial statements. 

Financial statements and annual report 

42. The accounting officer did not submit the financial statements of the municipality for 
auditing, within two months after the end of the financial year as required by section 
126(1)(a) of the MFMA. 
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Expenditure management 

60. The accounting officer did not take reasonable steps to prevent irregular and fruitless and 
wasteful expenditure as required by section 62(1 ){d) of the MFMA. 

61. The municipality did not institute processes to recover uriauthorised, irregular or fruitless 
and wasteful expenditure from the liable person, as required by section 32(2) of the MFMA. 


Revenue management 

62. Sufficient audit evidence could not be obtained that interest was charged on all arrears 
accounts as required by section 64(2){g) of the MFMA. 

63. The council did not adopt and implement a tariff policy on the levying of f'or municipal 
services provided by the municipality, contrary to section 74(1) of the MSA. 

INTERNAL CONTROL 

64. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of 'nternal 
control. The matters reported below are limited to the significant deficiencies th^ 

the basis for disclaimer of opinion, the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

65. The main reason for the findings in the management report include a level of leadership 
instability resulting in a lack of consequences for poor performance and 

leadership not being responsive to the Auditor-General of South Africa ® ^A^SA) rnessages 
and not taking ownership to improve key controls as identified quarterly by the AGS A. The 
inability to appoint competently skilled individuals in critical positions in the finance unit 
furthermore hindered the establishment of an effective internal control environment resulting 
in an over reliance on consultants by the municipality to facilitate the preparation of its 
financial records. This over reliance on the outputs by consultants regarding the preparation 
of the financial statements without interrogating and monitoring such outputs against initia y 
set objectives added to the deficiencies identified in the financial statement disclosures. 

66. Leadership of the municipality did not implement a performance 

with the requirements of the MSA to facilitate the clarification of roles and responsibait^s to 
guide staff to effectively carry out their duties and to monitor the performance of 
was as a result of leadership instability at the municipality during the year impacting on the 
implementation of the performance management system in a timely manner. 

67 Leadership furthermore did not oversee compliance with laws and regulations and in 

' particular as regards compliance with the municipal supply chain managemen regulations 
did not exercise oversight to prevent irregular, fruitless and wasteful and unauthorised 
expenditure. 

68. Management did not identify and mitigate the risk of unauthorised expenditure, as part 
of its budget and expenditure management. This was as a result of a lack ot an 
effective internal monitoring system to monitor expenditure on votes and 
desired objectives were being achieved to limit the risk of unauthorised expendi 

being incurred. 
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69. Leadership did not exercise oversight responsibility over financial reporting and internal 
control. In addition, leadership did not perform a proper review of the financial 
statements prior to submission for audit, resulting in pervasive materiai errors not being 
identified and corrected in the financiai statement disclosures. 

70. The internal processes of the municipaiity did not adequately address the processes 
pertaining to the reporting of performance information, as well as compliance with laws and 
regulations. The budget of the municipality was overspent, the municipality iricurred 
unauthorised, fruitless and wasteful expenditure, the annual report was not submitted on 
time while the performance information submitted for audit purposes was not credible. This 
occurred as a result of the weak internal control environment prevalent at the municipality. 

Financial and performance management 

71. The monitoring of the key financial disciplines in relation to daily transacting, record 
keeping, monitoring the key controls in relation to the daily recording and processing of 
those transactions and the timely performance and review of critical reconciliations in 
relation to those transactions which results in the accurate reporting thereof, did not 
occur. Furthermore the finance unit lacks adequate, critical financial management and 
accounting skills. This impacts the municipality’s ability to account for transactions, 
accurately, completely and in a timely manner, resulting in unreliable, inaccurate and 
incomplete financial records causing the disclaimer of audit opinion. 

72. The performance of contractors and the status of accounting functions that is contracted out 
are not reviewed and effectively monitored by management. Corrective action with regards 
to reconciliations performed by consultants was not overseen by management resulting in 
the late submission of the financiai statements. 

Governance 

73. The audit committee did not promote accountability and service delivery through 
evaluating and monitoring responses to risks and providing oversight over the 
effectiveness of the internal control environment including financial and performance 
reporting and compliance with laws and regulations. The audit committee did not meet 
prior to the submission of the financial statements to review the adequacy, reliability and 
accuracy of the financial statements. Furthermore, the audit committee failed to advise 
the municipal council, the political office bearers, the accounting officer and the 
management staff of the municipality on matters relating to compliance with the IVIFMA, 
the Division of Revenue Act and other applicable legislation. 

74. The municipaiity does not have an integrated management strategy and risk assessment 
plan and consequently, the risk of not achieving a clean audit report was not identified. 

75. Management and the audit committee, furthermore, did not ensure that an adequately 
resourced and functioning internal audit unit that identifies interna) control deficiencies and 
recommends corrective action was established at the municipality during the period under 
review. 
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OTHER REPORTS 


Investigations 

76. An investigation was performed by the Directorate for Priority Crime Investigation into 
fruitless and wasteful expenditure incurred by the former municipal manager. The 
investigation is still in progress. 

77. A forensic investigation is being conducted into cash shortages on pre-paid electricity sales. 
The investigation is still in progress. 

78. A forensic investigation is being conducted into fruitless and wasteful expenditure incurred 
by council due to the suspension of the municipal manager following an investigation into 
allegations of misconduct. 

79. A forensic investigation was carried out during the 2010-11 financial year into allegations of 
misconduct against the municipal manager. The municipal manager was acquitted on all 
charges. 

80. An investigation was carried out by the Western Cape Department of Local Government and 
the Western Cape Provincial Treasury, with regard to collusion by councillors with 
developers and illegal interventions in the administration by the mayor, The outcome of the 
investigation is not yet known. 



Cape Town 
14 February 2013 



AUJDiTOR-GEMEft AL 
SOUTH AFRICA 


Auditing to build public confidence 
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